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AUDITOR'S  REPORT 


To  the  Board  of  Directors  of  the 

Alberta  Resources  Railway  Corporation 


I  have  examined  the  balance  sheet  of  the  Alberta  Resources  Railway 
Corporation  as  at  December  31,  1988  and  the  statements  of  operations  and 
changes  in  financial  position  for  the  year  then  ended.    My  examination  was 
made  in  accordance  with  generally  accepted  auditing  standards,  and 
accordingly  included  such  tests  and  other  procedures  as  I  considered 
necessary  in  the  circumstances. 

In  my  opinion,  these  financial  statements  present  fairly  the  financial 
position  of  the  Corporation  as  at  December  31,  1988  and  the  results  of  its 
operations  and  the  changes  in  its  financial  position  for  the  year  then 
ended  in  accordance  with  the  disclosed  basis  of  accounting,  considered 
appropriate  in  the  circumstances,  as  described  in  Note  2  to  the  financial 
statements  applied  on  a  basis  consistent  with  that  of  the  preceding  year. 


CA 

Auditor  General 


Edmonton,  Alberta 
April  19,  1989 
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ALBERTA  RESOURCES  RAILWAY  CORPORATION 


BALANCE  SHEET 


DECEMBER  31,  1988 


1988  1987 


ASSETS 


Current  assets: 

Cash                                                                 $10,729,902  $  3,356,498 

Accounts  receivable                                              346,540  295,756 

Due  from  the  Province  of  Alberta  61 ,328   - 

11,137,770  3,652,254 

Railway    (Note  3)                                                 25,581,961  33,002,297 


$36,719,731  $36,654,551 


LIABILITIES 


Current  liabilities: 

Accounts  payable                                            $  6,909,897  $  847,856 

Accrued  interest  payable  2,514,108  2,514,108 
Deferred  grant  revenue  1,713,765 

Due  to  the  Province  of  Alberta   -  290  ,290 

11,137,770  3,652,254 

Long-term  debt    (Note  4)  (Schedule  1)                  25,581,961  33,002,297 

$36,719,731  $36,654,551 


The  accompanying  notes  are  part 
of  these  financial  statements. 


ALBERTA  RESOURCES  RAILWAY  CORPORATION 


STATEMENT  OF  OPERATIONS 


FOR  THE  YEAR  ENDED  DECEMBER  31,  1988 


1988  1987 


Revenue: 

Railway  construction  grants  (Note  5)             $25,331,538  $  829,000 

Tonnage  rental  4,240,370  3,133,895 

Interest  166,532  99,000 

Leases  40,998  40,817 

Miscellaneous  14,403  14,793 

29,793,841  4,117,505 

Expenditure: 

Write  down  of  railway  32,751,874  7,817,920 

Interest  on  long-term  debt  7,389,006  7,291,286 

Miscellaneous  114 ,402  83,891 

40,255,282  15,193,097 

Operating  loss  10,461,441  11,075,592 

Sinking  fund  earnings  5,851,532  5,420,116 

Excess  of  operating  loss  over  sinking  fund 

earnings  4,609,909  5,655,476 

Contribution  by  the  Province  of  Alberta 

(Note  6)  4,609,909  5,819,335 

Net  income  for  the  year  -  163,859 

Deficit  at  beginning  of  year   -  163 ,859 

Deficit  at  end  of  year  $          -  $ 


ALBERTA  RESOURCES  RAILWAY  CORPORATION 


STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 


FOR  THE  YEAR  ENDED  DECEMBER  31,  1988 


1988 


Operati  ng 

Net  income  for  the  year 

Add  non-cash  items: 
Write  down  of  rai 1  way 
Net  change  in  working  capital 


Investi  ng 
Additions  to  railway 

Financi  ng 

Sinking  fund,  net 

Increase  in  cash 

Cash  at  beginning  of  year 

Cash  at  end  of  year 


32,751,874 
7,373,404 

40,125,278 


(25,331,538) 

(7,420,336) 
7  ,373,404 
3,356,498 
$  10,729,902 


1987 


$  163,859 

7,817,920 
2,775,811 

10,757,590 


(829,000) 

(6,988,920) 
2,939,670 
416,828 
$  3,356,498 


ALBERTA  RESOURCES  RAILWAY  CORPORATION 


NOTES  TO  THE  FINANCIAL  STATEMENTS 
DECEMBER  31,  1988 


Mote  1  Authority 

The  Alberta  Resources  Railway  Corporation  operates  under  the 
authority  of  the  Alberta  Resources  Railway  Corporation  Act, 
Chapter  A-36,  Revised  Statutes  of  Alberta  1980. 


Note  2     Significant  Accounting  Policies  and  Reporting  Practices 

These  financial  statements  have  been  prepared  in  accordance  with 
generally  accepted  accounting  principles  except  as  follows: 

Rai  1  way 

The  railway  asset  is  stated  at  cost  less  an  amount  written  down, 
so  that  the  net  book  value  of  the  railway  asset  is  equal  to  the 
amount  of  the  outstanding  long-term  debt,  net  of  the  value  of 
sinking  fund  assets.    Railway  additions  which  are  funded  by  grants 
from  the  Province  of  Alberta  are  written  down  in  the  year  of 
constructi  on . 

Long-term  debt 

Debentures  held  by  Canada  Pension  Plan  Investment  Fund,  repayable 
at  six  months  notice,  and  notes  payable  on  demand  have  been 
classified  as  long-term.    It  is  anticipated  that  in  the  event  that 
the  holders  exercise  their  option  during  the  ensuing  year,  the 
payments  in  excess  of  sinking  fund  coverage  will  be  made  from  the 
proceeds  of  long-term  refinancing. 

Sinking  fund  investments 

Sinking  fund  investments  are  valued  at  cost  less  unamortized 
real ized  net  gains. 

Realized  gains  and  losses  on  disposals  are  considered  to  be  an 
adjustment  of  future  portfolio  yield  and  are  deferred  and 
amortized  on  a  straight-line  basis  over  the  lesser  of  ten  years  or 
the  remaining  term  to  maturity  of  the  disposed  investment. 
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Note  3  Railway 


1988  1987 


Hinton-Grande  Prairie  railway  $106  ,490,659  $106,139,253 
Peace  Ri  ver-Dai  showa  railway  24,980,132   - 

Accumulated  cost  131,470,791  106,139,253 

Less  accumulated  write  down  105,888,830  73,136,956 

Net  book  value  equal  to  value  of 

net  outstanding  long-term  debt    $  25,581,961  $  33,002,297 

Accumulated  cost  comprises  the  cost  of  all  land,  railroad, 
buildings  and  improvements  of  a  capital  nature  paid  for  by  the 
Corporati  on. 

The  Hinton-Grande  Prairie  railway  assets,  except  land  not  required 
for  the  operation  of  the  railway,  are  leased  to  the  Canadian 
National  Railway  Company  (CNR)  under  the  terms  of  an  agreement 
dated  October  1,  1965.    The  agreement  requires  the  payment  of  a 
tonnage  rental  to  the  Corporation  based  on  the  amount  of  freight 
"carried  to  and  from  the  railway".    The  lease  will  be  in  effect 
until  January  1,  1990,  at  which  time  it  may  be  renewed  for 
successive  one-year  terms.    The  agreement  also  provides  CNR  with 
an  option  to  purchase  the  leased  assets  at  approximately  $167 
million  on  December  31,  1988  (1987  $164  million). 

Peace  Ri  ver-Dai  showa  Railway 

On  March  3,  1988  the  Lieutenant  Governor  in  Council  authorized  the 
Corporation  to  construct  a  railway  from  Peace  River  to  the 
Daishowa  Canada  Co.  Ltd.  pulpmill  plant  and  to  accept  a  grant  from 
the  Department  of  Economic  Development  and  Trade  to  cover  the 
estimated  cost  of  the  construction  of  the  railway. 

The  Corporation  received  grants  totalling  $25,500,000  and  earned 
interest  of  $1  ,193,897  on  those  funds.    The  Corporation  expended 
$24,980,132  on  construction  of  the  Peace  Ri ver-Dai showa  railway. 
At  December  31,  1988,  the  Corporation  held  $1,713,765  in 
unexpended  funds.    These  funds  are  recorded  as  deferred  grant 
revenue  since  the  Corporation  is  considered  to  be  holding  the 
funds  in  trust  for  the  Department  of  Economic  Development  and 
Trade  until  the  funds  are  expended.    Railway  construction  is 
expected  to  be  completed  in  July  1989. 
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Note  4      Long-term  Debt 

The  long-term  debt  not  held  by  the  Provincial  Treasurer  is  fully 
guaranteed  by  the  Province  of  Alberta. 

Debentures  amounting  to  $25,000,000  held  by  the  Canada  Pension 
Plan  Investment  Fund  are  redeemable  at  the  option  of  the  Minister 
of  Finance  of  Canada  by  giving  six  months  notice  in  writing  to  the 
Provincial  Treasurer  and  observing  the  other  redemption  provisions 
of  the  debentures. 


Note  5      Railway  Construction  Grants 

The  Province  of  Alberta  issued  railway  construction  grants  to  the 
Corporation  as  follows: 

1988  1987 


Department  of  Economic  Development 

and  Trade  $24,980,132  $ 

Department  of  Transportation  and 

Utilities  351,406  829,000 

$25,331,538  $829,000 


Note  6      Contribution  by  the  Province  of  Alberta 

The  contribution  has  been  made  out  of  a  supply  vote  of  the 
Department  of  Transportation  and  Utilities. 


Note  7     Administration  Costs 

Salaries  of  Treasury  Department  staff,  accommodation  and  other 
overhead  costs  incurred  in  the  administration  of  the  Corporation 
have  been  borne  by  the  Province  of  Alberta  and  are  not  reflected 
in  these  financial  statements. 
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Note  8     Contingent  Gain 

Retroactive  to  January  1,  1987,  the  Corporation  is  claiming  an 
increase  in  the  tonnage  rental  rate  for  transporting  grain. 

The  Corporation  and  the  Canadian  National  Railway  Company  have 
agreed  that  the  claim  be  referred  to  arbitration.    It  is  expected 
that  arbitration  will  be  completed  in  1989. 

The  amount  of  the  contingent  gain  cannot  be  estimated  at  this 
time. 

Any  future  adjustment  of  the  1987  and  1988  rates  will  be  accounted 
for  as  a  prior  period  adjustment. 


Note  9     Comparative  Figures 

The  1987  figures  have  been  reclassified  where  necessary  to  conform 
to  1988  presentation. 


Note  10    Approval  of  Financial  Statements 

These  financial  statements  have  been  approved  by  management. 


Schedule  1 


Held  By 

Debentures : 

Canada  Pension  Plan  Investment  F 


Inking  Fund 

Assets 
Schedule  2) 


S  3,891,689 
4,170,579 
3,668,860 
1,969,263 
4,040,714 

17,741,105 


Alberta  Municipal  Financing  Corp 


Notes: 

Provincial  Treasurer 

Total  1988 

Total  1987 


14,192,883 
17,741,105 


31,933,988 


3,183,118 


552,858,211 
$45,437,875 


Long-term 
Debt 


$  1,592,311 
1,706,421 
1,501,140 
805,737 
1,653,286 

7,258,895 


5,807,117 
7,258,895 

13,066,012 


5,257,054 
$25,581,961 
$33,002,297 


Schedule  2 


ALBERTA  RESOURCES  RAILWAY  CORPORATION 
SCHEDULE  OF  SINKING  FUND  ASSETS 
DECEMBER  31,  1988 


Investments 
At  cost 
Bonds 

Government  of  Canada 
Provi  ncial  (Note  A) 
Corporate 


$21  ,146  ,355 
2,534,293 
1,125,000 

24,805,648 


Bond  coupons  and  residuals 
Government  of  Canada 

Mid-term  money  market  securities 


Less  unamortized  realized  net  gains 


Cash 

Accrued  interest  receivable 
Total  1988 
Total  1987 


26,904,126 

499,566 

52,209,340 

(1,881,375) 

50,327,965 

1  ,623  ,232 
907,014 

$52,858,211 
$45,437,875 


Note    A     There  are  no  bonds  of  the  Province  of  Alberta. 

B     The  market  value  of  the  total  sinking  fund  assets  at  December  31, 
1988  was  $53,801,831  (1987  $47,653,815). 
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